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Taxation of No-par Stock
By H. T. Warshow

The no-par-stock corporation is of comparatively recent origin;
the first statute authorizing such corporations having been
passed in New York in the year 1912. The last five or ten years
have witnessed a large increase in the number of no-par-stock
corporations. Apparently, the laws affecting corporations with
no-par stock have not kept pace with this rapid growth, for they
show signs of inconsistency and some confusion. The article by
Edmund M. Meyer (in the October, 1924, issue of The Journal
of Accountancy) on Capital Stock Stamp Tax Hallucinations
contains some striking examples of the anomalous situation in
the application of the present capital-stock stamp taxes to stock
of no par value. The present paper will attempt to present the
shortcomings of these laws, both federal and state, as they affect
no-par stock and will outline a suggested change.
A decision of the supreme court of the United States has
recently been rendered (Air-Way Electric Appliance Corporation,
October 20, 1924) in which Mr. Justice Butler delivered the
opinion of the court, holding unconstitutional the act of May 17,
1921 (8728-11, general code of Ohio). The concluding paragraph
of this decision reads as follows:
“It is clear that the mere number of authorized non-par value shares
is not a reasonable basis for the classification of foreign corporations
for the purpose of determining the amount of such annual fees. Such
a classification is not based on anything having relation to the purpose
for which it is made. Southern Railway Co. v. Greene, 216 U. S. 400,
417; Royster Guano Co. v. Virginia, 253 U. S. 412, 415. The act has no
tendency to produce equality; and it is of such a character that there
is no reasonable presumption that substantial equality will result from
its application.”

The capital stock of a corporation, whether it be of par value
or no par value, is a factor in the determination of the following
taxes:
Federal
Original issue tax

Par value—Five cents on each $100 of face value or fraction thereof.
No-par value—Five cents per share, unless the actual value is in excess
of $100 per share. In that case the tax shall be five cents on each $100
of actual value or fraction thereof, or unless the actual value is less than
$100 per share. In that case the tax shall be one cent on each $20 of
actual value, or fraction thereof.
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Transfer tax

Par value—Two cents on each $100 of face value or fraction thereof.
No-par value—Two cents on each share regardless of value.

Capital-stock tax—No discrimination between par value and no-par-value
stock. This is a franchise tax levied for the privilege of doing business
in a corporate capacity, at the rate of $1 for each full $1,000 of the fair
average value of the capital stock for the preceding year ending June
30th, in excess of an exemption of $5,000.
State

Franchise tax—This tax is in many states based upon the amount of capital
stock.1 In some states such as Delaware, stock of no par value is for
purposes of this tax arbitrarily valued at $100 per share. Up to 1920,
this had been the law in the state of New York.2 It was then, however,
declared unconstitutional by the appellate division of the supreme court
in People Ex rel Terminal and Town Taxi Corporation vs. Walsh, in
which the wording was as follows:
“The compulsory valuation of $100 required by the provision as
thus construed to be placed upon every share of no-par-value stock is
entirely arbitrary and necessarily would result in unequal taxation
. . . and compelled the conclusion that the provision is unconstitu
tional.”

It is interesting to note that the Canadian tax law
present time taxes no-par-value shares upon the basis
hundred dollars a share. There are also some estates
country that still continue this arbitrary valuation of
stock.

at the
of one
in this
no-par

Original issue or organization tax—New York state
Par value—Five cents on each $100 of face value or fraction thereof.
No-par value—Five cents per share regardless of the actual value thereof.3

The wording of this law does not take into consideration
actual book value of the stock. The tax is equal to five cents a
share where the par value is $100 and, in those cases where the
1 The present basis of the franchise tax in New York is outlined in article 9A of the law,
which provides for one of the following three methods, the one yielding the greatest revenue
for the state being taken as the basis for the tax:
1. 4½% on the proportion of the entire net income segregated to New York state.
2. One mill on each $1 of face value of issued capital stock allocated to New York state (no
par-value stock on the basis of actual or market value but not less than $5. per share).
3. A minimum fee of $10.
2 In 1920, section 214 of the New York state tax law (chapter 640, laws of 1920) provided as
follows:
“If such a corporation has stock without par value, then the base of the tax shall be such a
portion of its issued capital stock as its gross assets employed in its business in this state bear to
the entire gross assets employed in its business, and its shares without par value shall be deemed
to have a face value of one hundred dollars each for the purposes of this assessment.”
3 Section 180, which covers the organization tax on domestic corporations in New York state
reads as follows:
“Every stock corporation incorporated under any law of this state shall pay a tax of one
twentieth of one per centum upon the amount of the par value of all the shares with a par
value which it is authorized to issue and a tax of five cents on each share without a par value
which it is authorized to issue, and a like tax upon any subsequent increase thereof."
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par value is less than $100, a tax of five cents on each aggregate
of $100 is imposed, so that 10 shares of $10 value each would be
subject to an organization tax of five cents. Shares of stock with
no par value, however, are in every case subject to a tax of five
cents a share regardless of the book or actual value thereof.
The minimum tax on original issue in New York state is five
cents a share on no-par-value stock, whereas under the federal
law the minimum is only one cent a share.
Transfer tax—New York state
Par value—Two cents on each $100 of face value or fraction thereof.
No-par value—Two cents for each and every share regardless of actual
value.4

Where the face value of stock is less than $100 a share (viz.,
where the face value is $10, $25, or $50 a share) a tax of two
cents is imposed on each aggregate of $100 or fractional part
thereof, irrespective of the number of shares involved in the
transaction. In actual practice, the tax on large lots of stock
having a par value of $10 a share will be computed at the rate
of two cents on each 10 shares of stock. The face value alone
is to be considered and the market value is without signifi
cance for the purposes of this tax. In the case of corporate
stock having no par value, the tax is computed in all instances
at the rate of two cents a share regardless of the actual book or
market value of the shares. This law is uniform in the states of
New York, Massachusetts, South Carolina and Pennsylvania,
which are the only states having transfer taxes, and is similar
to the federal transfer-tax law.
It is quite apparent that in every one of the state and federal
laws mentioned (with the exception of the federal capital-stock
tax, which is levied upon the actual fair value of the capital
stock) in which capital stock is a determining factor in the amount
of taxes, stock of no par value receives an arbitrary valuation
for tax purposes which, in most cases, does* not reflect the actual
value of the stock. Furthermore, in New York, section 180 of
the 1923 law provides as follows: “Every corporation which shall
change shares with par value into shares without par value shall
pay a tax of five cents for each share without par value resulting
4 Article 12, Section 270, N. Y. State Tax Law:
“There is hereby imposed and shall immediately accrue and be collected a tax, as herein
provided, on all sales, or agreements to sell, or memoranda of sales and all deliveries or transfers
of shares or certificates of stock . . . On each hundred dollars of face value or fraction thereof,
two cents, except in cases where the shares or certificates are issued without designated monetary
value, in which cases the tax shall be at the rate of two cents for each and every share.”
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from such change less one-fortieth of one per centum of the par
value on the shares with par value so changed.” This provision
is not in accordance with good fundamental economics. It at
tempts to tax a procedure which may for many reasons be de
sirable, in order to prevent a possible intended decrease in state
taxes. The more logical method, which would be equally effec
tive, would be to place par-value and no-par-value stock on
exactly the same basis, to disregard the dollar sign entirely.
If this discrimination against no-par-value stock were the re
sult of a well considered intention to prevent the further growth of
corporations with no-par stock, the discussion would be shifted
to other grounds. The advantage of no-par-value stock is a
subject which has been carefully scrutinized and commented
upon by other writers.5 It is more likely that the development
of taxes on no-par stock, instead of being the result of any well
considered policy, springs from haste and also from the feeling
that the amount of taxes involved is comparatively small and,
for that reason, not of great importance. This view, however,
is an erroneous one, for while the amount of total tax yield is
small compared to such taxes as the corporation income tax, etc.,
yet it may be large enough to prevent many corporations from
adopting the no-par-value method, which otherwise would do so.
A more equitable method would be to place par-value and no
par-value stock on exactly the same basis and to tax actual
value rather than the dollar value printed on the face of the
certificate. This is not a novel suggestion. It is merely a fur
ther application of the principle upon which the federal capital
stock tax is based. The wording of this law does away with any
discrimination between par-value and no-par-value stock and
levies the tax on the actual fair value of the corporation. A
general introduction of this basis would do away with the present
discrimination between par-value and no-par-value stock. A
brief survey of the laws of foreign countries will demonstrate
that the United States is one of the few countries which in its
capital-stock-transfer taxes pays so much attention to the dollar
sign on the face of a stock certificate.
Nearly all the countries of Europe, such as England, France,
Spain, Switzerland, Sweden, etc., and of South America, such as
5 See James C. Bonbright, “No Par Stock: Its Economic and Legal Aspect" Quarterly
Journal of Economics, May, 1924: also Bibliography of shares without par value in J. Hugh
Jackson’s Audit Working Papers, 1923, page 184.
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Chile and Peru, where stock-transfer taxes are in effect, assess
the transfer tax upon the actual amount involved in the sale of a
security. Minor differences exist in the application of the law
in various countries. In some countries, the purchaser pays the
tax; in others, the seller; while in some few countries, such as
Rumania, a transfer tax is paid by both the buyer and the seller.
The rates, of course, differ in the various countries and in some
cases, are progressive with the amounts involved.
The main point of departure of the United States stock-trans
fer tax is that the basis for taxation is the face value of the cer
tificate and in cases of no-par stock an arbitrary value rather
than the actual amount of the sale. The method followed by the
European countries, which taxes the actual amount involved in
the sale of a security, would automatically and satisfactorily
dispose of the difficulties involved in the sale of shares with no
designated par value. This method would place the stock
transfer tax, which is really a tax on the sale of securities, on the
same basis as the present federal tax on the sale of futures on the
produce exchange and other sales taxes, all of which are based
upon the actual amount involved in the sale.
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